AGENDA
EXECUTIVE FINANCE COMMITTEE
January 22, 2009 at 1:30 P.M.
Location: Treasury Conference Room, KC Admin. Bldg., Room 610 (6™ Floor)

Committee Members: Councilmember Larry Gossett, Chair; Bob Cowan, Director OMB; Ken Guy, Director FBOD;
Jim Buck, County Administrative Officer

Staff: Scott Matheson, Interim Treasury Operations Manager; Mike Smith, Investment Officer;
Dave Turley, Financial Accounting Supervisor

AGENDA ITEMS
1. Action: Approval of Minutes of the December 11, 2008 Executive Finance Committee meeting. (page 2)

2. Action: Approve an extension of the existing interfund loan to Printing/Graphics Fund (ARMS fund 5600) until 12/31/09
Michael Strouse, Administrator DES

3. Action: Designate lending fund for three King County interfund loans: $300 million loan to Water Quality Capital Fund (ARMS
fund 3611), $100 million loan to Water Quality Operating Fund (ARMS fund 4611), and $27 million loan to the Building Repair and
Replacement Fund (ARMS fund 3951)

Pete Anthony, Chief Accountant

4. Briefing: Update on the status of Victoria Finance commercial paper.
Ken Guy, Finance Director

5. Briefing: Update on the process for creating the new Investment Pool Advisory Committee
Ken Guy, Finance Director

6. DBriefing: December 2008 Investment Summary
e Investment Purchase Summary (page 3)
Reverse Repo Analysis and Policy Compliance (page 4)
King County Investment Pool Summary (page 5)
Issuer Diversification and Credit Exposure Report (page 6)
Investment Performance Review & Impaired Pool Summary (pages 7-13)
Interest Rate Summary (page 14)
Mike Smith, Investment Officer

7. Action: Committee’s direction for investment of idle cash balances of specific County funds not needed for immediate expenditure.

Staff Recommendation:  Direct the Treasury to maintain the maximum average duration of the core portfolio at the 1.25 to 1.8
year range (no change from last meeting) and the maximum average maturity for the liquidity portfolio at 30 to 100 days (no
change from last meeting).

Mike Smith, Investment Officer

8. Briefing: Interfund Borrowing for December 2008
e Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 15)
e Pooled Tier 1 County Funds with Negative Cash Balances (pages 16)
e  Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 17)
Manny Cristobal, Financial Accounting Supervisor ,

e Interfund Loans Among Non-County Funds (pages 18-19)
. Interfund Borrowings — EFC Approved Loans (page 20)
Mike Smith, Investment Officer

OTHER BUSINESS
ADJOURNMENT

EFC —Page 1



MINUTES
EXECUTIVE FINANCE COMMITTEE

December 11, 2008
The Executive Finance Committee (EFC) Meeting was held December 11, 2008 at 1:30 p.m.
Members Present  Others Present Others Present (Continued) Others Present (Continued) Members Absent
Ken Guy Ken Goodwin, Woodinville WD Gary Prince Hall Walker Larry Phillips
Brian Carroll, Ronald Wastewater ~ William Nogle Scott Matheson Bob Cowan
Tim Aratani Amy Tsai Mike Smith Jim Buck
Tom Lienesch Sandra Fujioka Peggy Pahl
Kevin Desmond Dave Turley

ACTION ITEMS
1. Minutes — The Committee approved the Minutes of the October 23, 2008 EFC meeting.

2. Interfund Loan — The Committee unanimously approved the request by the Wastewater Treatment Division (ARMS fund 4611) to
borrow up to $100 million through December 31, 2013 from internal King County funds to pay off the 2006 variable rate bonds.

3. Interfund Loan — The Committee unanimously approved the request for a 1-month extension of the existing interfund loan to the
Printing/Graphics Fund (ARMS fund 5600) from 12/31/08 to 1/31/09. This will allow time for a briefing to be prepared for the
January 2009 EFC meeting.

4. Interfund Loan — The Committee unanimously approved the request for a 3-month extension of the existing interfund loan for the
Building, Repair, & Replacement Fund (ARMS fund 3951) for the purchase of the elections facility. Moving the repayment date
from 12/31/08 to 3/31/09 will allow time for bonds to be issued.

5. Investment Direction — The Committee approved the Treasury recommendation to maintain the maximum average duration of the
core portfolio at the 1.25 to 1.8 year range and maintain the maximum average maturity for the liquidity portfolio at 30 to 100 days.

BRIEFINGS

1. Diesel Price Stabilization Program — The Committee was briefed on DOT’s proposal to use exchange traded futures to reduce the
price volatility of obtaining diesel fuel, and they reviewed the draft strategy, policy, and risk management documents prepared by
DOT. The Committee requested that DOT staff continue developing the policies and internal controls that would be necessary to
implement the program. The Committee was especially interested in seeing each type of potential risk detailed, and then seeing how
each risk would be mitigated. The Committee discussed the potential benefits of starting with a smaller pilot program before a full-
scale program was implemented. Since further policy, operational, and legal issues still needed to be resolved, the Committee took
no action and treated this agenda item as a briefing even though it was listed as an action item on the agenda

EXECUTIVE SESSIONS

The meeting was recessed into Executive Session at 2:10 pm to discuss with legal counsel litigation or potential litigation to which
the County is or is likely to become a party when public knowledge regarding the discussion is likely to result in an adverse legal or
financial consequence to the County. The meeting reconvened at 2:24 pm.

2. Update on Victoria’s Status — The Committee was updated on the status of the Victoria Finance commercial paper, and informed that
an initial cash distribution was expected on December 22" The exact amount of this distribution was not known, but it could be as
high as 18%. The restructuring process for Victoria is expected to occur in the 1% half 0 2009, and it is expected that restructuring
options for senior note holders should include cash, zero-coupon notes, and pass-through notes.

3. Update on 1" Annual Pool Meeting ~The Committee was reminded that the first annual meeting would be held at the Washington
State Convention Center on December 15 from 10 am to noon. :

5. Investment Review for October 2008 — The Committee was provided a review of investment performance, activity, and the
distribution of investment holdings by maturity, security type, credit rating, and issuer. Analysis of actual versus budgeted amounts
for Pool earnings and fees were reviewed. Reverse repurchase activity for the month was also reviewed, and the Committee was
briefed on the current interest rate and economic environment.

OTHER BUSINESS

The Committee set the meeting schedule for 2009. Meetings will be held on the fourth Thursday of the month, except for the
November/December meeting date which will be scheduled at later time. The Committee was also informed that King County Fire
District No. 38 joined the investment pool effective November 1, 2008.

A Wgs

Scott Matheson, Interim Treasury Manager
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INVESTMENT PURCHASES SUMMARY

DECEMBER 2008
OVERNIGHT REPOS
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
CREDIT SUISSE 7 $338,000,000 1.34 0.17%
AGENCY DISCOUNT NOTES
TOTAL FACE AVG  AVG
DEALER BUYS  AMOUNT TOTALCOST  DAYS  YIELD
BANK OF AMERICA 3§ 70,000,000 $ 69,436,972 337.43 0.88%
CREDIT SUISSE 2 95,000,000 93,676,569 351.89  1.47
TOTAL 5  $165000000 $163,113542 34573 1.22%
TREASURY BILLS
TOTAL FACE AVG  AVG
DEALER BUYS  AMOUNT TOTALCOST  DAYS  YIELD
CREDIT SUISSE 1 $ 160,000,000 $159,998,711 29.00 0.01%

EFC — Page 3
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DATE:

Maturity Range

1 - 29 Days
30 - 59 Days
60 - 89 Days
90 - 119 Days
120 - 149 Days
150 - 179 Days
180 - 364 Days
1 - 2 Years
2 - 3 Years
3 - 4 Years
4 - 5 Years
5+ Years

TOTAL

Security Type

KING COUNTY INVESTMENT POOL SUMMARY

01/16/2009

Amount
Invested

1,008,559,711
396,825,979
222,405,278
196,491,054
254,020,802
98,541,611
497,470,337
549,352,404
214,932,076
200,000,000
0
68,922,355

3,707,521,608

Repurchase Agreements
Certificates of Deposit
State Investment Pool

Commercial Paper
Acceptances

Bankers'
Treasuries
Agencies

Mortgage Backed Securities

Municipals

TOTAL

Average Yield

Average Days to Maturity =

Percent of
Portfolio

27.
10.
6.
5.
6.
2.
13.

WOROWOODJOVWONIN

o° 0P o o A° d° AP o o o oP of

14.
5.
5
0
1

o
o°

100.

Amount
Invested

0

360,857,494
413,474,593

0

0

635,149,307
2,214,117,858
68,922,355
15,000,000

3,707,521,608

2.47%
370.51
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Percentag

37.
43.
49,
56.
58.
72.
86.
92.
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100.
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KING COUNTY INVESTMENT POOL

ISSUER DIVERSIFICATION AND CREDIT EXPOSURE
12/31/08

Credit Agency Ratings (1)

Bank Ratings (2)

CDs --7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P Moody's  Fitch 10C CAEL™
Key Bank (Overnight deposits) 206,857,493.80 5.2% A-1 (NO) P-1 F1 3 4
U.S. Bank 100,000,000.00 2.5% A-1+ P-1 Fi+ 1 2
Bank of America 100,000,000.00 2.5% A-1+ (NO) P-1 F1+ 1 3
INVESTMENT POOLS -- 100% PER ISSUER
Washington State Treasurer's LGIP 412,832,303.58 10.5%
U.S. GOVERNMENT (Full Faith & Credit) -- 100% PER ISSUER
U.S. Treasury Obligations 635,122,719.52 16.1% AAA Aaa AAA
MUNICIPAL OBLIGATIONS (Taxable) -- 5% PER ISSUER. CREDIT RATING OF AT LEAST "A"
City of Phoenix, AZ 15,000,000.00 0.4% AAA Aal
FEDERAL AGENCY OBLIGATIONS (GSEs) -- §0% PER ISSUER -
Federal Home Loan Mortgage Corporation (FHLMC) 927,724,056.73 23.5% AAA Aaa AAA
Federal National Mortgage Association (FNMA) 684,606,050.34 17.3% AAA Aaa AAA
Federal Home Loan Bank (FHLB) 624,774,248.63 15.8% AAA Aaa AAA
Federal Farm Credit Bank (FFCB) 241,203,888.89 6.1% AAA Aaa AAA
3,948,120,761.49 100.0%

(1) The table in the lower-right corner gives the range of
investment grade credit ratings.

(2) IDC Bank ratings are provided by IDC Financial Publishing:
1=Superior, 2=Excellent, 3=Average, 4=Below Average, S=Lowest.
Safe & Sound CAEL is a bank rating service provided by
Bankrate.com: 1=Superior, 2=Sound, 3=Performing, 4=Below
Average, 5=Weak.

Note:(NW) equals negative credit watch & (NO) equals negative outlook.

EFC —Page 6

S&P
Moody's
Fitch

Overview of Rating Agenc Credit Score:
verview ati Y rodit S

Short-term
Grade
Highest Lowest
A1+ A-3
P-1 P-3
Fi+ F3

Grade

Highest Lowest
AAA 8BB-
Aaa Baa3
AAA BBB-




KING COUNTY INVESTMENT POOL

EARNINGS DISTRIBUTION RATE

6.00% 1.80
4.56% + 1.60
5.00% 4.38% %
. ° 4.28% 3.97% 1140
§4.00% | 388% . sw 5.08% 1120 ¢
. 03% 291% 289% 2.95% 2.88% 1 2
26.00% | ° ° ° 271% 267% 1.00 §
£ 1080 3
52.00% + e, . . 1 0.60
100% ) 055 053 050 o048 o048 049 053 050 . 050 052 g4 o048 | g.:g
0.00% : ' : : + : ; ; t t ; ; 0.00
Dec-07  Jan08 Feb-08  Mar08 Apr-08 May-08 Jun-08  Jul08  Aug-08 Sep-08  Oct08  Nov-08  Dec-08
——f— MONTH AVERAGE (1) —&—DURATION
(1) Not adjusted yet for realized losses on commercial paper investments.
AVERAGE BALANCE
5,000 A,RQQ 4 716
500 4,3;1 4054 | 3942 4042 212 3,009 | 4.U6% | 3,995 | 2007 A 4,016
4,000 e iiae o s -2- * —” ~
3,500 ——
] pamm———~
2 3,000 1/‘
2 2500
=
& 2,000
1,500 1—rg3TT0Z8 [ TO0T8 | 987 | 980 | Fi2+ | 1088 TTOTS TUZ4 | g0 | ggo | 980 | 981
1000 ——t—i—t—— | —y——— gy
500
Dec-07 Jan08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08
I:I—AVERAGE CORE MAX. CORE(PER K.C. POLICY)—#—AVERAGE TOTAL RESIDUALJ
CX FUND YTD INTEREST EARNINGS
December 31, 2008
BUDGET (1) ACTUAL DIFFERENCE
YTD AVG BALANCE (millions) $256 $233 ($22.5)
YTD YIELD 3.38% 3.22% -0.16%
INTEREST DISTRIBUTION ($) $8,647,306 $7,504,776 ($1,142,530)
AUTOMATIC INTEREST (3) $0 $80,577 $80,577
TOTAL INTEREST ($) $8.647,306 $7.585.353 ($1,061.953)
YT1D POOL FEE REVENUE
BUDGET ACTUAL DIFFERENCE
POOL FEE DUE TO CX $5,665,000 $5,363,369 ($301,631)
POOL FEE DUE TO FBOD $150,000 $107.576 {842 424)
TOTAL YTD POOL FEES 5.815.000 5.470.945 ($344.055)
YTD TOTAL POOL
DISTRIBUTION $135,838,883

(1) Average budgeted yield for the entire year is 3.48% (simple average).
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6.00%

5.00%

4.00%

3.00%

2.00%

1.00%

0.00%

LIQUIDITY POOL

COMPARATIVE EARNINGS RATES

30%

1.84%

0.98%

Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08

——KC LIQ. POOL (1)
—a— MONEY FUND

— -+ — STATE POOL

(1) Not adjusted yet for realized losses on commercial paper investments.

COMPARISON OF AVERAGE DAYS TO MATURITY
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Sources:
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——KC LIQ. POOL — ¢ — STATE POOL —a—MONEY FUND

Money fund data: 1BC/Donoghue Money Fund Report Averages seven day money market fund indexes.

State Pool data:

Monthly State of Washington Local Government Investment Pool report.
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6.00%

5.00%

4.00%

3.00% 3407

CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

3.13% 3.03% 9%

3.05% 3.03% 2.96% 2.87%

2.59%
2.00% 2.21% 2.16%
| 1.16%
1.00% |
0.90%
0.00%
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[—I-—KC CORE POOL —&—MERRILL LYNCH 1-4.99

Core portfolio rate is reported as market yield, not accrual basis, and therefore the liquidity rate and core rate may not equal pool distribution rate.
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COMPARISON OF AVERAGE DURATION
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Merrill Lynch index: Bloomberg Financial Markets
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MORTGAGE-BACKED POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

6.00% 5.55%
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03 |}
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Source: Merrill Lynch index: Bloomberg Financial Markets
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‘GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS (1)

650 ¢+

450

250

50

$ Thousand

272 241 278 -333 -32.7 -31.9 -290 -259 -257 -207 -18.8 -21.4 -17.7
(150) |

(350)

(550)

(750)
Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08

NET UNREALIZED GAIN OR LOSS (CORE PORTFOLIO ONLY)

60

50

40 |

26.6

30

20

10

$ million

Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08

(1) Excludes losses from impaired CP
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INTEREST RATE SUMMARY

6.00%
Fed Treaury Yield Curve
5.50% || Funds
5.00% +
4.50% +
A ) A
o | oy -
2.67% e
3.50% T
3.00% +
2.50% 1
2.00% +
1.50% +
1.00% <
0.50% -+
@
0.00%
/\0@’3‘
&
&
~—@-—(1/20/09 — ©— 12/08/08
—a—1 YEAR AGO 0 NOV 08 - KING COUNTY POOL 2.67%
01/20/09 12/08/08 1 YEAR AGO
Fed Fund Target 0.25% 1.00% 4.25%
3M T-Bill 0.12% 0.02% 2.86%
6M T-Bill 0.30% 0.24% 2.86%
1Y T-Note 0.45% 0.51% 2.56%
2Y T-Note 0.74% 0.93% 2.35%
5Y T-Note 1.56% 1.71% 2.86%
10Y T-Note 2.46% 2.71% 3.63%
30Y T-Note 3.05% 3.12% 4.28%
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